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展中国家的实证研究结果也不一致。本文的研究目的即考查 1970 至 2010 年尼
日尔金融发展和经济增长的关系。该文使用两个指标作为金融发展的代理变量：
































    The relationship between financial development and economic growth is a 
controversial issue. For developing countries, empirical studies have provided mixed 
results. This study seeks to explore the relationship between financial development 
and economic growth in Niger from 1970 to 2010. We used two variables to proxy 
financial development namely; credit to the private sector to GDP denoted by CP and 
financial deepening denoted by FD. The economic growth is proxied by real GDP. In 
order to check this relationship a Vector Error Correction Model was carried out. 
Unit root test was conducted for stationarity, and all the series were found to be 
nonstationary at level. However their first differences were stationary at the same 
order. Additionally, Cointegration test was carried out, revealing that there was long 
run equilibrium relationship among the financial development variables and 
economic growth. In case of the long run, financial deepening (FD) had positive 
impact on GDP however, credit to the private sector to GDP was found to hinder 
economic growth. Consequently, the authority in Niger should enact laws and 
policies to establish a central credit bureau linking all banks to limit defaults on loan 
payments. They should also build stronger and more diversified financial and 
banking sector by continuing with the liberalization policy so as to create 
competition among the banks. Finally, the populace should be sensitized and 
educated on the security of the banks against collapse in order to create confidence 
in citizens about the sustainability of the banking sector. 
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Chapter 1 Introduction 
    Niger’s economic growth in the past decades has been relatively modest and was 
below the population growth rate, in the early 1960s through to the late 1970s 
economic growth was weakened by series of droughts that adversely affected the 
agricultural sector (accounting 40 percent of Niger GDP). From 1979 to 1982, 
economic growth was strengthened due to the world demand for uranium (Niger’s 
main export product). This improved the terms of trade and raised export revenues 
base of the country. However, this strong growth was short lived due to the collapse of 
the global uranium price in the early 1980s, causing and accelerating prolonged 
recession. Although the 1994 devaluation of the CFA
1
 franc improved the country’s 
external competitiveness, real GDP growth was too low to boost per capita income; 
IMF (2007); Ministry of Finance and economy of Niger (2006).  
Over the years, the study of economic growth has become one of the hottest 
research areas due to the strategic implications of economic growth to national 
development. Modern theories on economic growth offer several explanations to this. 
According to the classic definition of François Perroux (1981), economic growth is 
“an increase in the capacity of an economy to produce goods and services, compared 
from one period of time to another’’. In practice, gross domestic product (GDP) is 
used to measure economic growth and the rate of economic growth is evaluated by the 
rate of change of GDP. The financial sector is an important contributor to GDP in 
every economy. Therefore, the level of growth and development of an economy is tied 
partly to profound reforms made in the financial and monetary structures as well as 
policy interventions. Changes in the financial sector are fundamental and vital for 
economic growth due to its role in spreading risk and mobilizing savings. It is 
therefore imperative to highlight the contributions of this sector to economic growth. 
Nonetheless, economic theories are divided on the importance of this sector in 
economic growth; Bagehot (1873); Hicks (1969); Goldsmith (1969); Schumpeter 
(1912); Robinson (1952); Lucas (1988).  
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Consequently, two main hypotheses are advanced whose central issue is whether 
or not the financial sector supports economic development. The first is led by Bagehot 
and others; Bagehot (1873); Mackinnon (1973); Shaw (1973); and Schumpeter (1912). 
They highlight the active role of the financial sector in promoting economic growth; 
Robinson (1952) and Lucas (1988) on the other hand believe there is no relationship 
between the financial sector and economic growth.  
Crises in the banking sector in 1980s resulted in collapse of banks in developing 
countries especially in Africa; particularly, south of the Sahara. It forced the West 
African and Monetary Union (WAEMU) countries (among which Niger is a member) 
to engage in financial liberalization advocated by researchers as an intervention 
measure; McKinnon and Shaw (1973). This intervention, as envisaged at the time, 
would allow the recovery of the banking and the financial sectors and in fact, propel the 
growth of the economy. Unfortunately, the intervention has not been successful due to 
the fact that the financial sector is highly concentrated with higher intermediation 
margins; resulting in excess liquidity which has adverse effects on banking efficiency; 
Igué (2006).  
A developed financial sector enhances economic growth, by promoting and 
mobilizing savings and providing information on investments opportunities so that 
resources can be channeled to productive ventures. It monitors the disbursement of 
funds, promotes trading, diversification and management of risk as well as facilitating 
the exchange of goods and services leading to economic growth; Levine (1997, 2004). 
The objective of this study is to investigate whether the development of financial 
sector in Niger in the past 40 years has contributed to economic growth or not. 
Empirically, real GDP was used to indicate economic growth; two variables were used 
to indicate financial development. Financial deepening M2/GDP denoted by FD, and 
credit to the private sector to nominal GDP by CP. Based on these, investigation to 
determine whether or not there was any relationship between financial development 














                                     




There have been some studies on the financial development and economic growth 
in some WAEMU countries, however to the best of my knowledge there has not been 
any report in the case of Niger. Its financial sector has not been given the necessary 
attention in research studies as an important indicator of economic growth. Hence, the 
need to fill this research and academic gap is of paramount importance. This study 
therefore, aims at analyzing the relationship between the financial development and 
economic growth of Niger and providing implicit and explicit policy suggestions that 
may be adopted by policy makers to promote financial development and economic 
growth. 
1.2. Scope of the Study 
    Financial development is a broad term; it is a combination of the developments 
of financial institutions financial markets and financial assets. The focus of this study 
is mainly on the development of financial institutions. Other aspects such as stock 
market will not be considered as the country has no effective and operational stock 
market. In fact, the whole of the West African Economic and Monetary Union 
(WAEMU)
2
, has only one stock market located in Abidjan, Ivory Coast. Be it as it 
may, this regional stock exchange
3
 is not well developed to compete with and to 
break the monopoly of the banks. 
1.3 Brief overview of economic growth and financial sector Development in Niger 
1.3.1 Economic Growth  
    Since independence (in 1960), Niger has experienced several profound economic 
growth. This span of economic developments may be divided into five (5) different 
periods. 
1963–78 The rural sector contribute more than half of total value added to GDP, with 
mining accounting for about 7 percent. Within this period, there were series of  
                                                        
2 an eight member organization comprising of former French colonies, Niger, Mali, Benin, Burkina Faso, Cote 
D’Ivoire, Togo, Senegal and Guinea Bissau. 
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droughts that weakened the agricultural sector which account for about 40 percent of 
the GDP, negatively impacting on growth. Per capita real GDP growth averaged about 
0.8 percent per year; Ministry of Finance of Niger (2006). 
1979–82: Higher uranium prices pushed per capita real GDP growth to an average of 
about 2.5 percent per year, in this period. The mining sector contributed an overall 
GDP of about 13 percent. This increased government revenue and facilitated greater 
public investment in infrastructure; Ministry of Finance of Niger (2006). 
1983–93: International uranium prices and Niger’s terms of trade declined sharply, 
significantly reducing export earnings, slowing investment, and weakening the 
financial sector. Limited policy adjustments to the terms of trade and political 
instability worsened the situation. Per capita real GDP declined, by an average of 3.4 
percent a year; Ministry of Finance of Niger (2006). 
1994–98: Along with devaluation of the CFA franc (in 1994), the Nigerien authorities 
initiated reforms that worked towards liberalizing the economy. These measures 
improved external competitiveness and strengthened the economy’s overall supply 
response. Good weather conditions boosted the performance of the agricultural sector, 
although per capita real GDP growth still averaged just about 0.5 percent a year; IMF 
(2007). 
1999–2010: The 1999 elections ushered in a democratic government and brought 
consensus on the need for prudent policies and reforms to strengthen growth and 
reduce poverty. Consequently state-owned companies were privatized and domestic 
and external trade liberalized. While these reforms strengthened the economy’s supply 
response, droughts continued to hit the economy leading to limited progress in 
agricultural productivity resulting in modest per capita real GDP growth; IMF (2007). 
1.3.2 Financial Sector Development 
 Niger is a member of the Economic and Monetary Union of the West Africa 
(WAEMU) which comprise of 8 former French colonies in West Africa. The Central 
Bank of the States of West Africa, known as Banque Centrale des Etats de l’Afrique de 
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management of the monetary policies, regulating and supervising the banking services 
of the member countries. The financial sector of Niger is relatively underdeveloped. 
The sector includes the central bank, ten commercial banks; the national fund of social 
security system; five insurance companies; three brokerage firms and about 270 
microfinance institutions MFIs; Monograph of BCEAO (2004). Among the WAEMU 
member countries, Niger’s ratio of broad money to GDP and deposit to GDP is the 
lowest. Based on this, it is safe to conclude that the financial intermediation in Niger 
is still very low. Total assets of the financial system at the end of 2010 stood at about 
480 billion CFA francs, representing 25% of the GDP. The banking sector dominates 
the financial system with total assets accounting for about 69% where as the non 
financial sector accounted for about 27% with the insurance sector accounting for 
about 6.4% and the microfinance institutions accounting for about 3.6%; WAEMU 
(2010). The financial sector suffered serious difficulties in the late 80s and 90s. Banks, 
security funds and microfinance institutions went through severe financial crisis. 
Additionally, long period of political and economic instability and sluggish economic 
growth are factors that contributed to this financial crisis. Other factors that affected the 
sector include the inefficiency of the judiciary, poor financial sector policies, including 
supervision, lax banking, the rigidity of the structure of interest rates and sectoral 
allocation of credit; WAEMU (2003). Mismanagement, subsidized loans (especially in 
the late 70s and the 80s) and budget deficits also contributed to the failure of the 
financial institutions.  
1.4 Disposition 
The study is structured in four parts; the first chapter is an introduction focusing on 
the motivation, the scope and a brief history of Niger’s economic growth and financial 
sectors. The second chapter is an overview of theories concerning financial 
development and economic growth. The third chapter is the description of data, 
variables, and results of empirical validation. The fourth chapter is the conclusion and 


















Chapter 2 Literature Review 
Economic growth is a goal and national development policy of every nation. 
Developed economies provide living evidence of the importance of the financial 
sector in economic growth. Financial development stimulates economic growth 
through investment which invariably contributes to increasing national productivity. 
2.1 Financial development: a factor for economic growth 
The positive correlation between financial development and economic growth has 
been recognized in the literature for over decades Bagehot (1873), Schumpeter (1912), 
Goldsmith (1969), are among the pioneers of this topic. Financial structure quickly 
became one of the fundamental economic developments spurred by authors Gurley 
and Shaw (1967); McKinnon (1973), King and Levine (1993). In almost all studies, 
findings confirm that an efficient financial system contributes strongly to economic 
growth. The correlation between the two sectors is widely accepted however the   
direction of causality is yet debatable. The concept of financial system generally 
includes banks and financial markets. Levine (2004) advanced five arguments that 
theoretically support the existence of strong and positive link between financial 
development and economic growth. He stated that financial system would: 
 Cushion against the risk;  
 Allow optimal allocation of resources; 
 Allow better control of the company management;  
 Facilitate the mobilization of domestic savings; 
 Facilitate the exchange of goods and services. 
Schumpeter (1911) argued that an efficient financial system greatly helps a nation 
economy to grow. For him well-functioning banks encouraged technological 
innovation by offering funding to entrepreneurs that have the best chances of 
successfully implementing production processes for innovative products. Goldsmith 
(1969) is another pioneer in studying the links between economic growth and 
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1860 to 1963. He concluded that there is a positive link between the financial sector 
and economic growth. King and Levine (1993), focused their analysis on a sample of 
80 developed countries over a period 1960 to 1989 by reviewing all financial factors 
likely to influence long-term economic growth and they concluded that the indicators 
of the level of financial development were strongly, robustly and statistically 
significant and there was positive contribution of financial variables on economic 
growth.  
Levine and Zervos (1998) assessed the impact of stock market development, banking 
development on long-run economic growth with a sample of 49 countries over the 
period of 1976-1993 and using asset turnover, and market capitalization ratios, market 
volatility and bank development indicators as financial variables. They also 
considered as growth rate of real GDP, capital productivity and savings as endogenous 
variables in line with earlier studies; King and Levine (1993). They found that stock 
market liquidity and banking development are both positively correlated to economic 
growth and penciled two mechanisms through which financial development is 
affected economic growth. The first is the increased efficiency of capital, through 
better resource allocation and the second is the mobilization of savings which 
increases the volume of investment. They concluded that economies with high levels 
of financial development exhibited higher growth rates. Venet et al. (1998) in a study 
on the economies of sub-Saharan countries from 1970-1995 found out that financial 
deepening played a major role in the real growth of majority of countries within 
WAEMU, including Cameroon. They used economic growth measured by real GDP 
per capita as regressor and ratios of M2 to GDP, the nominal credit to the private 
sector and stock of real credit per capita as financial variables and concluded that 
there was a positive link between financial deepening and real economic growth of the 
countries except Niger. In its case, there was no causal significance; yet, according to 
them, the result does not necessarily imply the absence of economic ties between the 
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